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GENERAL BUSINESS CONDITIONS 



I. THE INDEX 

IN September there was a recovery in speculative 
activity as indicated by curve A of the Index Chart.' 
The slight upward movement is primarily due to a con- 
siderable increase in the price of industrial stocks; New 
York bank clearings, and the volume of sales, remain at 
about the August level. 

The money market, relatively easy for September, 
favored advance of business (curve C). The rates for 



figure shows a decline indicating that the normal sea- 
sonal movement was absent. 

As indicated by curve B, business in general con- 
tinued as active in September as in August. There was 
a recession of wholesale commodity prices on Septem- 
ber i, compared with August i, of more than 2 per cent. 
On October 1 the index showed a slight recovery. In 
other words, prices were moving downward during 
August and upward during September, but the drop was 
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Chart I. — Comparison of the Averages Based on Groups A, B, and C. 

(A) Average of the following series of Group A: 

(1) New York Clearings, (8) Shares Traded, (18) Price of Industrials. 

(B) Average of the following series of Group B : 
(3) Outside Clearings, (4) Bradstreet's Prices. 

(C) Average of the following series of Group C: 

(13) Rate on 4-6 Months Paper, (14) Rate on 60-90 Day Paper. 



commercial paper did not show their usual autumn 
increase, consequently the corrected rates fell. The 
average of the actual rates, however, was the same as in 
August. In this connection the reader should remember 
that the statistics upon which we base our analysis are 
corrected for seasonal variation and secular trend. The 
corrected figures may show a decrease when the actual 
figures remain constant or show an increase, or vice 
versa. In September, for instance, the average rate on 
commercial paper was the same as in August, but nor- 
mally it should go higher. Consequently, the corrected 

1 The printers' strike in New York has resulted in the suspension 
of publication of numerous journals from which we secure current 
statistics. Through the courtesy of Bradstreet's, the Iron Age, and the 
Commercial and Financial Chronicle we have been supplied with 
necessary data, 



greater than the increase. Average prices for the entire 
month of September were lower than for August. Out- 
side bank clearings, however, were considerably higher 
than in August. 

The continuance of speculative activity at increasing 
prices of stocks indicates confidence that commodity 
prices, and hence profits, will be maintained. Although 
it is true that interest rates appear to be stiffening in 
October, yet the increase may not prove to be greater 
than should be expected at this season. While there are 
some uncertain factors in the present situation the index 
presages a continuance of business activity for some 
months on the present price level. Moreover, since it is 
by no means clear that prospective profits (on the as- 
sumption of the present price level) are fully discounted, 
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a further rise in stocks is not impossible. In any case, 
on the basis of pre-war experience, a drop in commodity 
prices is not to be expected without the danger signal in 
the form of a persistent recession in the stock market. 

There are certain features of the money market in 
New York which a number of observers have considered 
significant signs of a weakened banking position. These 
features are: 

i. A deficit on August 23 and low surpluses at other 
dates in reserves of New York Clearing House 
banks, causing the member banks to rediscount 
with the New York Federal Reserve Bank. 

2. A decrease in the total reserves of the New York 
Federal Reserve Bank from $835,000,000 on June 
27 to $606,000,000 on October 17 and a corre- 
sponding decrease in the ratio of total reserves to 
net deposits plus federal reserve notes in actual 
circulation from 53.7 per cent in June to 41.3 
per cent on October 17. 

3. A decrease of the total reserves of the combined 
federal reserve banks from $2,270,000,000 on June 
6 to $2,199,000,000 on October 17 and of the ratio 
of total reserves to net deposits and federal note 
liabilities from 53.7 to 48.3 per cent. 

4. A stiffening of the rate for call loans in New York 
to a high of 12 or 15 per cent reached on several 
days in October and consistently high rates during 
the first half of the month, when renewal rates 
ranged from 6 to 9 per cent. 

Let us consider these points briefly. Reserves of New 
York Clearing House banks have much less significance 
than they had before the establishment of the federal 
reserve system. When reserves of member banks run 
low additional reserves are secured by discounting 
eligible paper with the New York Federal Reserve Bank. 
With rates of rediscount (4-4! per cent) of the federal 
reserve banks below the rates of discount of member 
banks to their customers, there is a constant incentive 
for members to operate with minimum reserves. If it is 
desired to discourage borrowing by members the rate of 
rediscount should be made higher than the private rate. 
The vital question is not as to the reserve position of 
member banks, but what is the position of the federal 
reserve banks ? 

The total reserves of the New York Federal Reserve 
Bank have decreased one-fourth since June. But this 
change does not signify weakness, for the reserves were 
greatly strengthened previous to the removal of restric- 
tions on the export of gold on June 10. During the first 
part of the year total reserves of the New York Federal 
Reserve Bank were not much, if any, above the level of 
September. It is true that the ratio of total reserves to 
net deposits plus federal reserve notes in actual circula- 
tion has been lower since August 1 than before that date. 
During the last couple of months, however, the New 
York Federal Reserve Bank has arranged for the im- 
port of gold. If we add " gold in transit or in custody of 



foreign countries " to the total reserve, we get ratios in 
recent weeks that are not lower than those of the first 
half of the year. 

RATIOS OF TOTAL RESERVES TO NET DEPOSITS 
PLUS FEDERAL RESERVE NOTES IN ACTUAL CIR- 
CULATION FOR THE FEDERAL RESERVE BANK 
OF NEW YORK AND THE COMBINED FEDERAL 
RESERVE BANKS 

a. Weekly ratio subtracting " gold in transit or in custody of 
foreign countries " from net deposits. 

6. Weekly ratio including " gold in transit or in custody of foreign 
countries " as part of total reserves. 
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Combined federal 
reserve banks 



Range 
49.8-50.5 
49.5-50.6 

Si- 2 -53-o 
5I-3-S3-S 
51.4-51.8 
51. 1-52. 2 

5i-i-52-3 
52-1-53-7 
49.8-50.9 



New York 
Federal Reserve Bank 



Range 

43.2-49.7 
42.5-48.3 
43.7-48.3 
43.3-48.3 
43.8-52.4 

49-2-54-5 
44.9-52.3 

52-4-54-5 
42.6-47.0 
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41.9 
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4i-3 


43-i 



Figures for the New York Federal Reserve Bank, 
however, are far less significant of monetary conditions 
than those of the combined federal reserve banks. 
Under the federal reserve act the reserves of all banks 
constitute a unified fund under the control of the 
Federal Reserve Board. If the Board desires, it may 
require discounting between districts and a distribution 
of reserves among the banks of the twelve federal reserve 
districts. There has been no radical change in the 
reserve position of the combined banks during the year. 
To be sure, between September 19 and October 17 there 
has been a decrease in the reserve ratio from 52.5 per 
cent to 48.3 per cent, 1 the minimum of the year. But it 
must be remembered that autumn is the season in which 
the greatest strain of the year is put upon the money 
market. There is no reason for concluding, as yet, that 
the recent downward trend of the percentage of reserves 
to demand liabilities is other than a seasonal movement. 

1 Ratio of total reserves to net deposits plus federal reserve notes 
in actual circulation. The inclusion of " gold in transit, etc." in re- 
serves would raise the last named figure to 48.9 per cent. 
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A further decrease, however, could not be viewed with 
equanimity. The disquieting element in the situation 
is the fact that rates on commercial paper have not 
shown the normal seasonal rise. Low rates encourage 
credit inflation. 

The rate on call loans is the only rate for short time 
loans in New York for which the actual weekly figures 
show a change between August i and October 10. 
Choice double name 60-90 day commercial paper is 
quoted at 5! to 5I per cent, good single name 4-6 
months commercial paper at 5! per cent, bankers' 
acceptances eligible for rediscount at 4 to 4! per cent 
and ineligible bills at 4I to 5! per cent. The rates of the 
New York Federal Reserve Bank have not been changed 
from 4 per cent for discounts secured by government 
war obligations, collateral notes, or acceptances with 

15 days* maturity, and 4I to 4! for similar paper with 

16 to 90 days' maturity. The average call rate in both 
August and September was about 5i per cent. Usually 
call rates show a decided stiffening tendency between 
August and December, the seasonal movement respond- 
ing to the demands of industry rather than those of 
speculation. In other words, speculators can usually 
obtain additional funds only by outbidding industry. 

There is another element in the money market which 
may prove to be a source of disturbance. Foreign de- 
mands for loans may cause either extreme stringency or 
further credit inflation. It is probable that even now 
the market is feeling the strain of foreign loans. 

We have said nothing here about labor troubles, such 
as the threatened strike of the coal miners and the pos- 
sibility of a railroad strike. Such developments may 
interfere, seriously with business, decreasing volume of 
output and increasing prices, but they are obviously 
things of which economic statistics can hardly supply a 
forecast. Our belief is that a way will be found to carry 
on the nation's work, for which four years of world war 
have created such an acute need. 

The charts presented in this Supplement are based 
upon the statistical analysis presented in The Review 
of Economic Statistics for January and April. There 
it was shown that fluctuations in the series of the specu- 
lative group systematically preceded the fluctuations in 
the commodity price and production group by six to 
ten months. It may be well to state the reasons for the 
relationship. 

Prices of stocks in the securities markets are an index, 
in the long run, of the judgment of purchasers of those 
stocks concerning the future of industry. Increasing 
stock prices indicate confidence on the part of buyers 
that profits will increase or will be sustained at a high 
level. High profits in a given industry result, of course, 
from a good volume of business at high selling prices 
and comparatively low costs of the commodities pro- 
duced. Assuming fixed costs, high profits result from 
high prices of the commodities produced. High stock 
prices result from the capitalization (i. e., discounting 



anticipated profits) of the high profits which are ex- 
pected to result from high commodity prices and a large 
volume of production. In other words, purchasers of 
stocks attempt to forecast commodity prices and pro- 
duction. 

Those who purchase stocks advisedly must make a 
forecast of profits, that is of the differential between 
wages and the prices of materials used, on the one hand, 
and the prices of the commodities produced, on the other 
hand. The expected differential will be maintained only 
if selling prices increase earlier or more violently than 
costs. A defection of profits results when costs mount 
faster than selling prices. Decreasing stock prices may 
mean, not lack of confidence in the maintenance of the 
level of the prices of commodities produced but rather 
the belief that costs are overtaking selling prices. The 
prices of commodities in general may continue high or 
even increase for some time after a defection in profits 
has been recognized and become a matter of record in 
decreasing stock prices. The defection of profits is 
followed by the effort to raise funds to meet the 
demands of creditors by sales of commodities at price 
recessions. This explains the lag in the movement of 
commodity prices compared with stock prices. 

The close correspondence of the curve for the specu- 
lative group with that for the price and production 
group (with a lag of the latter) indicates that the judg- 
ment of the stock market is, on the whole, reliable. The 
judgment referred to is not the judgment of uninformed 
traders but rather the judgment of insiders and their 
associates who have a knowledge of the demand for the 
commodities produced by their respective concerns. 
The information upon which the directors of great enter- 
prises act is the resultant of reports made by salesmen, 
estimates of stock on hand, analyses of production costs, 
contact with the leaders of allied business houses, and 
the like. In the speculative group of series we have, 
then, an index of confidence or lack of confidence in the 
maintenance of profits and of the level of commodity 
prices. 

Judgment of the business future should not be based 
upon stock market data alone. There are other guides 
to the future. A parallel between the present and the 
Napoleonic period, for instance, has been drawn by 
some. Is there a parallel ? What was the financial 
experience following the Napoleonic wars ? These 
questions are considered in the forthcoming issue of 
The Review of Economic Statistics. In the same 
issue two other topics of current interest will be treated, 
the effects of the French indemnity of 1871 and an 
analysis of the exports of the United States. Summaries 
of these three articles are given on pp. 10-11 of this 
Supplement. 

II. THE THREE GROUPS OF SERIES 
Group A 

Chart II shows the monthly fluctuations, since 
November 191 8, of the following series of business 



